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Socioeconomic tips
of the month

What should be considered in expanding
our surgical practice?

Deciding when and how to expand the size

of a surgical group presents many issues

for surgeons. The decision to expand should
never be taken lightly, according to Tom
Loughrey, CEO of Economedix, a practice man-
agement consulting and education company
with offices in California and Pennsylvania. The
analogy of a marriage is very applicable. Living
through an unsuccessful “marriage” and per-
haps dissolving it is traumatic, stressful, expen-
sive, and it takes away from the real purpose of
the group: quality medical care.

Because of the high costs for an unsuccessful
attempt to expand, the practice has three fun-
damental issues to negotiate in any expansion:

1.Why is it necessary to expand to begin with?

2.What expectations do existing group mem-
bers have for expansion and what are the col-
lective expectations?

3.What barriers to successful expansion must
be overcome?

Too often these issues are dealt with only when
problems have begun to develop. By anticipat-
ing potential problems and developing strate-
gies for dealing with them the whole process will
be smoother and much less stressful. Of course,
planning in advance is time-consuming and may
even add to the expense. Consider it an invest-
ment to increase the odds for a successful ex-
pansion.

First things first: why is it important to un-
derstand the reasons to expand? The obvious
answer is that if it is not clear to all why a need
to expand exists, it may not really be needed.

Some of the common reasons to expand in-
clude: reduced overhead per doctor; reduced call
and coverage requirements; and an improved
ability to subspecialize, capture market share,
reduce competitive pressures, plan for future
retirement, and raise new capital. Certainly
there are other reasons, but these are among the
most commonly cited. These motivations, how-
ever, must make sense in the light of market
realities and physician expectations.

The conventional wisdom is that increased size
should produce savings through improved

economies of scale. The problem is that econo-
mies of scale are not achieved as quickly as in-
creased costs accumulate. Adding a single new
physician may require new space, more staff, and
other resources. It will take months before the
cash flow will support these costs even if the new
surgeon gets busy immediately. And that may
not happen. Credentialing is taking an increased
amount of time for hospitals and health plans.
If a health plan has closed the panel for the sur-
gical specialty, there may be no opportunity to
get the new surgeon busy quickly, if at all. Guar-
antees for support of overhead and income are
also becoming increasingly difficult to obtain.
Even when they are available, they will be struc-
tured as market rate loans.

In some cases the expansion is only temporary:
itis the first step in planning for the slow-down
or retirement of a senior member of the group.
But care must be taken here as well. Will closed
panels open up to new members even if one
member leaves? Will referral patterns remain
largely unchanged? How must space, staff, and
schedules be rearranged on an interim basis?
What if a “retiring” partner has a change of
mind?

Some groups are counting on a new colleague
to effectively buy in to the group, which will fund
a buy-out to the retiring partner. Today, though,
not everyone wants partnership. There may only
be an expectation for a good career opportunity
in surgery without the additional responsibil-
ity of ownership. Even if the new associate does
look forward to having an equity interest in the
practice, there may be a significant difference
in expectations as to what will be paid to buy in
vs. funding a buy-out.

The need to expand is occasionally thrust upon
the group as a business necessity. This can hap-
pen for a variety of reasons. Competitive threats,
new practice locations, or another existing prac-
tice sale opportunity may all make compelling
reasons to expand. The choice then will be to
spread the group too thinly, increase the
workloads unrealistically, or add new surgeons.

As groups mature, one of the main reasons to
expand is to improve quality-of-life issues for ex-
isting members of the practice. Generally, this
means reducing the requirements for being on
call nights and weekends. Although this is a le-
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gitimate reason to expand, it will be very expen-
sive if the group does not prepare itself for the
increased cost by planning new business devel-
opment to support the addition.

Assessing expectations

Successful group expansions often start with
a thorough review and open discussion of indi-
vidual expectations. By finding out individual
preferences and expectations, a collective set of
expectations can be developed for the group.
Doing so will make the tasks much easier down
the road when decisions have to be made about
salaries, qualifications, staffing, facilities, equip-
ment, and so on.

Developing a collective set of expectations is
easy when there is little or no disagreement in
the individual sets of expectations. Unfortu-
nately, this is rarely the case. Consider the case
of three surgeons looking to bring in a new col-
league. One partner expects the new colleague
to allow her to focus more on subspecialty sur-
gical interests. The second partner wants to
open a satellite office to capture market share
in a growing area of town. The third partner
thinks that if everyone worked just a little
harder there would not be a need for a new part-
ner at all. About the only area on which there is
general agreement is that the new colleague
would take at least two weekends of call per
month until he or she reaches partnership sta-
tus. No one even agrees when that should occur.

Resolving these issues, defining areas in which
there is general agreement, determining issues that
are strongly held by individuals, and then devel-
oping a common set of expectations may be one of
the most significant acts of planning what the
group does. These common expectations will help
determine who will be interviewed, what the job
description will entail, when and where the search
will occur, how much the compensation package
will be, what call schedules will look like, and when
the new colleague will be able to participate as an
equal partner.

Putting it all together

Frequently the process of expanding a group
requires the group to go through a strategic
planning process and organize itself. There are
several key documents that the group needs to

have updated and functional even without a new
addition. The expansion only makes the already
needed documents that much more important.
Minimally, these documents include a buy-sell
agreement for the group, whether it is organized
as a partnership or a corporation, and employ-
ment agreements for each individual.

The buy-sell agreement generally will deal
with issues surrounding how a new partner, or
shareholder, will come into the group and un-
der what terms and conditions an existing part-
ner, or shareholder, leaves the group. Some of
the common issues covered in this document
deal with member qualifications such as licen-
sure, board certifications, credentialing eligibil-
ity, and so on. The buy-sell should also describe
how the practice would be valued for purposes
of the buy-in or a buy-out. In order to be a flex-
ible document that will serve the group for a
long period of time, the valuation portion is usu-
ally described as a process rather than as a set
number.

It may also be important to have times to regu-
larly review the document. Frequently, this kind
of review only happens when an event, such as
group expansion, occurs.

The second document that needs to be evalu-
ated is the employment agreement. This agree-
ment is between the group and each member of
the group. Issues such as compensation, call re-
sponsibilities, time off, work hours and loca-
tions, non-compete covenants, exclusive use of
services, and other expectations are covered in
this document.

In many cases the employment agreements are
identical in the group. They do not have to be
identical, though. Through this document,
which applies to both shareholders and employ-
ees, differences can be established that reflect
the expectations that have been developed in the
planning process. Issues such as call schedules
may differ between members based on age and
length of service. Certainly compensation dif-
ferences will be different and officer positions
will be different. It is the differences in these
employment agreements that make them use-
ful.

If a group considering expansion does not have
a functional set of bylaws, a buy-sell agreement,

continued on page 39

MAY 2000 BULLETIN OF THE AMERICAN COLLEGE OF SURGEONS

37



ACS workshop addresses
coding/reimbursement issues

Sessions of a workshop spon-
sored by the ACS Socioeco-
nomic Affairs Department,
CPT & ICD-9-CM (Part | &
Part 11), have been scheduled
for the fall. The workshop is
designed to teach participants
essential coding and format-
ting principles for reporting
surgical procedural services,
such as the CPT and Medicare
“global surgical package”
rules, surgical modifiers, “un-

listed” procedures, and opera-
tive report dictation.

The workshop provides com-
prehensive instruction in CPT
rules for Evaluation/Manage-
ment Levels of Service and the
HCFA “Documentation guide-
lines.” These guidelines have
recently been revised by Medi-
care for use in HCFA audits of
private, group, and academic
practices.

« September 9-10 (Saturday/

Sunday), New York, NY.

« October 24-25 (Tuesday/
Wednesday), Chicago, IL.

< November 11-12 (Satur-
day/Sunday), Phoenix, AZ.

Additional information on
the 2000 socioeconomic work-
shops can be obtained on the
ACS Web site at www.facs.org
(Socioeconomic Legislative Af-
fairs); or by contacting Lucille
Clark, tel. 312/202-5150; e-
mail Iclark@facs.org.
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and employment agreements, this will be one of
the first assignments in any effort to expand the
group. It is a collective effort in that everyone will
have an opinion, but the documents will express
the group opinions very pragmatically. The exer-
cise of developing these fundamental documents
combined with developing a group consensus on
reasons for expansion and expectations of the ex-
pansion will reveal the barriers and even suggest
the solutions to overcoming the barriers.

The challenge to a group considering expansion
will be to take the time to create a plan that takes
an honest look at the group, where it is headed,
and what ability it has to reach desirable ends. The

investment of time and money on the front end
usually is small compared with the time and money
that can be invested in an expansion that was
poorly planned.

“Socioeconomic tips of the month” responds to
questions from Fellows and their staffs, and provides
useful tips for surgical practices. Developed by Col-
lege staff and consultants, this information will be
accessible on our Web site for easy retrieval and fu-
ture access. If there are topics you would like to see
addressed in future columns, please contact the Chi-
cago staff of the Socioeconomic Affairs Department,
tel. 312/202-5150, fax 312/202-5021, or e-mail
socioecon@facs.org.

Trauma meetings calendar

These continuing medical edu-
cation courses in trauma are spon-
sored by the ACS Committee on
Trauma.

Atlantic City, NJ

Trauma and Critical Care
2000—Point/Counterpoint
XIX

May 21-24, 2000,

Advances in Trauma
December 8-9, 2000
Kansas City, MO

Complete course information can

be viewed online (as it becomes
available) through the ACS Web
site (www.facs.org/about_college/
acsdept/trauma_dept/cme/
traumtgs.html) or contact the
Trauma Department at 312/202-
5342.
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